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UNe-P: the Un-Profit

Regulation pressuring RBOC profits

Industry update I I

Hold

RBOCs’ core profit center is under severe attack from competitive .

200 3 BallSouth Corporation
forces. Regulators have reduced UNE pricing such that CLECs are using Owedt Communications
UNE lines to penetrate the residential and small business markets. In SBC Communications
our view, until UNE pricing becomes more rational, the RBOCs will Verizon Communications
suffer steaper profitability squeezes from CLECs using UNE lines.

P CLEC penetration rising: By the end of 2001, according to the FCC, Bruce J. Roberis
CLECs accounted for 10.2% of the nation's 192m switched lines, up +1 212 428 34548
from 7.7% 12 months earlier, a 32% increase in market share. Cable L b b k)

telephany lines are increasing at a slightly faster rate than owverall CLEC William P. Carrier
lines. By the end of 2001, according to the FCC, cable telephone lines #1212 429 3457

. 1 ) ) . williamn camior @ dricw, com
constituted 11% of CLEC lines (2.2m lines), and 1% of all switched lines.

# Lost ILEC profils: ILECs lost 1.5m lines in the last six months of 20401
in the form of UNES (unbundled network elements) to CLECS, whigh we
estimate comes 10 S1bn in lost annualized sales, most of which is pure
profit. In a sikx-month span, then, after taxes, ILEC boltom lines lost
about $325m in nel income., and $4.20n in market capitalization,
assuming a 13x P/E multiple. The Bells control about 34% of the nation's
incumbent access lines, so the RBOCs, primanly through UNE, lost
$4bn in market capitalization in the last half of 2001, The Bells currently
have a $220on equity market cap. meaning that CLECs canceivably
destroyed 2% af Bell equity value in the HZ 2001.

» Some CLEC overbuilding: In H2 01, CLECs gained 2. 4m lines, which
we believe was created exclusively al the expense of the ILECs, or
19,000 lines per business day. Some of these lines are lost to cable
elephony ar where CLECs build their own connections directly 10
businesses. In such cases, the CLEC has owverbuilt, or completely
saverad the connection between the ILEC and the customer, remowving
the ILEC from 100% of their former revenue stream.

P Ratings: We maintain our Hold ratings on BellSouth Corp., Qwest
Cammunications, SBC Communications and Verizon Communications.
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Regulaters are forzing
unprofitale rasale pricing upen
the local industry through
UMEs

UNe-F: thie Un-Profit

Investment summary and
conclusion

The concern isn't the CLECs; with a weak capital markel, and the techno bubble-burst,
the money CLECS nead 1o build out a local network 15 NOT available in the public or
bank markets. [ronically, tha impact of CLEC competition has never been more
NEGATIVE for RBOCs (we interchange the terms RBOCs and ILECs). Why? Because
the regulators are forcing unprofitable resale pricing upon the local iIndustry through
Unbundlad Network Elements, or UNEs. Whal are UNESsY

UMEs are network ‘slements’ — switching, copper lines, data base hookups, fiber
trunks into office buildings, ete.. that the RBOC is forced o lease to the CLEC. When a
CLEC uses UNEs INSTEAD of building out its own copper loops, swilches, atc., it
avoids major capital expense, and 'ndes’ the RBOCS' investments made owvar
decades, When capital flowead frElEll'y ta CLECs in the 1930s, CLECs took that money
and decided to build their own netwarks. Al the time that seemed to be a ralional
decision: money would be available from Wall Street forever', and an owned network
would be more profitable than a leased one — eventually. Unfortunately for those
CLECs that overbuilt ower wide geographic territonies, e, the “XOs" of the world that
decided there was a business case for a ‘national = local’ infrastructure that served (in
retrospect] way too many cities, thereby never achisving density - the key to local
profitability — the capital markets dried up. Left, ware tha liquid competitors to the Balls;
ATAT and MCI {urtl now), who, over the lasl two years, have taken up UNE, or
leasing, rather than constnucting a second local network, as the means o compete.
WHY?

AT&T and MCI are very concerned about losing long distance customers to the
RBOCs. So even if UNE isn't as profitable as owning your own network, by being able
to offar local service promptly [which UNE enables) and at a decent profit (which UNE
enables), the long distance camiers can combat long distance customer defection,
making THEIR loray into leasing local services more profitable by avoiding lost long
distance revenues, than an "X0O" could have.

B Hence, the recent rapid entry into long distance by the RBOCs has been
accompanied by a rapid expansion of the use of LUNEs by CLEGs, principally
ATAET and MCI.

P States rule over the Feds on local telephony. States have been widening the
UNE discount — to the detriment of the RBOCs — as a quid pro quo to RBOC
long distance entry. Local profit margins are much fatter {45%) than long
distance margins {25%], so the current trade-off is a loser for the RBOGCS.
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The regulators may allow three
1o four vertically and
harizontally inteqrated
providers

P The discount has caused much more rapid CLEC UNE use, This was seen
most recently in California, where the CA PUC has recently ruled that SBG can
provide lang distance (SBC still must apply at the FCC). In the case of CA,
ATAT got lower UNE rates BEFORE SBC was able to get into lang distance,
causing a timing-engendeared loss as well,

Which regulators? Well, first the FCC, which took the 1896 Act that did not specify
particular UNEs ar what price they should be made availabls at. The last FCC made a
lang list of UNEs and setl savere discount frameworks' to those UNEs. Than the states
got into the act by setting the actual UNE raie, ie., the discount from retail raies
offared to an RBOCs customers. These discounts can ba as high as 65%! At the
margin, such revenua loss, accompanied by continued network costs, rasults in almost
one-far-one profit loss - thus, the UNE is highly profit-destructive.

The anly saving grace is that MG1 has serious financial difficuities, and could be forced
to abandon its UNE expansion program — to the Bells’ benefit. In addition, AT&T, which
is in much better financial shape, and can, we estimate, sunvive an its own for years,
eould be boughl out by a Bell if the current telecom meltdown continues. In othar
words, the regulators — the FCC and DOJ - may allow the oligopolization of the
telecom industry, whare there are three to four vertically and hanzontally integrated
providers, That is, threa to four old Ma Bells.

P For investors, we believe that the Bells are trading near historically low multiples of
EBITDA, which is the most important barometer of value, in our view. However,
UME ig, at the margin, so value destructive, thal we would be HOLDERs, if and
until the reguiaters become more realistic. And il they don't, shareholdars might be
rewarded by a severe downsizing of MC| and/or absarption of AT&T by a Bell.
Conclusion: Hold.

a ¢ Dresdner Kieinwort Wasserstein




21 August 2002 UNe-P: the Un-Profit

45 ot CLEC lings sarvae
regidential and small business
markets

“The cream skim” — business,
population density and
demographics

The current competitive policies tavor rich residential customers, large businesses and
states with greater population density.

According to the FCLC, 55% of CLEC lines served medium and large businesses and
government customers, In contrast, just 23% of ILEC lines served such customers,
Conversaly, 45% of CLEC lines served residential and small business markets,
while over 75% of Bell lines served lower profit residential and small business
lines. Businessaes and government offices are maore densely packed, and spend more
per access line than residents.

Thus, the ILECs are left holding the ‘bag = serving more of the costly (read:
gengraphically dispersed) and lower paying line base. We view the 'cream skim' as
one of the most compelling arguments that local competiton regulation is destructive
and illogical,

Year-end 2001E CLEC line composition

Figure 1: CLEC access lines, 1999-2001
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The goal of the 1996 Act was 10
create the environment for local
competition, nat craate local
gompetition

Cable telephony penetration is
increasing even faster than
owerall CLEC penetration

UNe-F: the Un-Profit

Overbuild: 33%, but in key sectors much lower

Of the 33% owverbuild percentage, we astimate that under 5% of residantial lines are
overbuilt lines. We balieve this is a fefing statistic and perhaps the most imponant in
this reporl. In the US at year-end 2001, thers were 134m residential and small
business access lines. The majorty of overbuilt lines are business lines, with a
concentration on medium and large sized businesses., Qur view is thal the current
rules forcing ABOCs to resell local limes to CLEGs at very deep discounts are off
course. The goal of the 1996 Act was to create the environment for local
competition, not create local competition. Although seemingly subtle, this is a hugs
distinction. The idea is that to produce new, exciting services and pricing programs
requires a compelitor to provide new. exciting semvices. How can that oceur if the
CLEC is reselling the RBOCs" sarvice? With only a 33% overbuilding rate, the desired
outcome of the Act is unaccomplished. The idea was to give the CLECs a means 1o
build customar scale upon which they could then justify bulding their own network,
since this is an industry of scale. In point of fact, the growth in UNE lines is
accelarating, despite the fact that the base of CLEC customers is also axpanding. With
UNE, the CLECs are meraly behaving as rational decision makers. It it's cheaper and
less risky to resell rather than build, then resell is the answer. Unlike the long distance
industry, which is less of a natural monopoly since it takes just severalbn dollars and
two to three years to build a national network, except for the cream of the business
market and the cream, i.e., demographically desirable (read: rich homeowners who
can buy many services) residential market, a new national local network is unlikely to
emarge. We won't get into “what ifs,” but under a more rational local competitive
framework, overbuilding might have cccurred to a greater axtent.

Sinking the sunk costs

Owerbuilding erases any revenue contribution trom former customers or progpective
customers that would have used a Bell it an overbuilding CLEC wasn't around. It fully
‘strands’ the lines' assets. The business base is easier (o overbuild because they are
located in office buildings and otherwise packed more densely. So the ‘cream skim'
has been accompanied by the ‘overbuild.’ That is, for years, CLEGs such as Time
Warner Communications, ATAT Business and WorldCom's MFS (although we belisve
aone of WCOM's downlall was ils inability to leverage the MCI long distance bagse and
‘hacksell' an MFS local product into it) have been building their own trunks into
business locations, either fully bypassing the ILEC, or perhaps renting minimal netwaork
subsegments such as the last link into a building. Now, cable telephony is copying the
CLECs on the residential side. By piggybacking onte the cable television network, they
found an economical way (o overouild the less dense residential base, a danger ta the
Bells that have concemed us for some time. FCO statistics show cable telephomny
penetration increasing even faster than owverall CLEC penetration, and AT&T
Broadband reported in Q2 02 that, for the first time, its cable telephony operations are
EBITDA-positive, validation that a means to ‘crack’ the natural monopoly in the local
residential market exists. |t still takes a ot longer to deploy a cable telephony line than
a UNE line. Thus, cable telephony is probably impacting residential lines’ margins, but
riot taking significant market share yel.
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UME-P limes add 20 -40

points of gross mangin 10 a
CLEC

UME-F has made it possible for
AT T and MG Lo compete in
1he residential arena

Tha bettormn line is that competition comes in two flavors: reselling the RBOCS™ networks,
or averbuilding. The Bells argue that low UNE rates, which can force an RBOC to
resell a local line to a CLEC such as MCI "Neighborhood” for as much as 70% off of
retail, aren’t so bad because they at least provide some revenue across a high fixed
cost structure. Alsa, since the line is deployed already (sunk c¢ost), and only minimal
tash is requirad to operate that line, an RBOC would salect UNE to averbuilding as the
lesser of two ewils. We agree. However, with overbuilding now taking place in the
business and residential ends of the local market, we expect that the value of the
RBOCs" plant, i.e., their sunk costs, are falling, and that plant write downs loom.
Again, the overbuilding is concentrating in the large business arenas and will occur for
plant that serves large businesses, nol Ihe residential markeat,

Resale: 22%, down from 43% two years earlier

Resale is uneconomical for CLECs, so they are dropping resale lines or changing them
1o a UNE-P "lings" regime. which are functionally equivalent, but add 20%-40% points
of grass margin to a CLEG.

Figure 2: UNE vs, rescld lines, 19849-2001
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UNE: 47% (24% at YE 1999) — erased 2% of bell equity?

The LUNE platform is growing rapidly in use. To the CLEG the only difference between
reselling and UNMEs is the cost, In fact, UNE is nothing more than resale with 2-3x the
discount, which comas to a 35%-80% discount. UNE-P has made it possible for AT&T
and MC| to compele in the residential arena. Because it is too costly 1o build out less
dense residential networks, UNE-P resale (and cable telephony owverbuilding) are
being used lo penetrate the residential and small business market. According o the
FCC, CLECs served 4.6% of those markets at the end of 2000, and 8.6% of such
markets by year-end 2001. There weare 9.5m UNE loops at year-end 2001, up from
Bm six months earlier. About 1%, or 5.8m lines, wera UNE-P lines that included
switching, and the rest (3.7m) were UNE loops, where the CLEC just leases the
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The UMNE-P platfarm will ha
instrumantal in anabling AT T
to raach its goal of  10bnin
annual business Ipcal rewanuas
in fiva years

LUNe-P: the Un-Profit

copper [oop, and provides the other nelwork elements. UNME-Locps cause the largest
revenue loss under the local wholesale scheme. However, UNE loop sales should
ameliorale, in our vigw.

ILECs lost 1.5m lines in the last six months of 2001 in the form of UNEs to CLECs.
which we estimate comes to $1hn in lost annualized sales, most of which is pure profit.
In a six-month span, then, after taxes, ILEC bottom lines lost about $325m in net
income, and $4.2bn in market capitalization, assuming a 13x P/E multiple. The Bells
control about 34% of the nation's incumbent access lines, so the RBOCs, primarily
through UNE, lost 54bn in market capitalization in the last hall of 2001, The Bells
currently hawe a $220bn eguity market cap, meaning that CLECGS conceivatly
destroyed 2% of Ball equity walus in the second half of 2001, assuming our estimates
ara reasonable and that the market actually "made” this observation and factorad it into
stock prices. Thera's no assurance RBOC stocks didn't decline due to otlher reasons,
and that the UNE-P issue has yet to be factored into the stocks.

Case study: AT&T UNEs

ATET's new senior management slates that the UNE-F platform is expected to be as
successiul in penetrating the business market as it has been in the residential market.
Today, T has some 3.2m local lines, of whieh 500,000, or 15%, are UNE-P-basad.
Thai percentage will increase, We estimate that the UNE-P platform will ba
instrumental in enabling ATAT to reach its goal of $10bn In annual business local
revenues in five years. Note: it takes T aboul two years for UNE-P, on its own, to
breakewen, excluding the positive impacts of bundling long distance with UNE-F.

From a macroeconomic point of view there are several concerns with the UNE-P
system:

P It's a policy-stimulated transter of wealth {from shareholders and employees to
consumers), rather than being left to market forces,

» In the longer-term, it could rob consumers of advanced services that require the
RBQCs  plentiful cash flow to fund.

P Assei write-downs will cause ‘stock-shock' and a shock to the telecom ‘supplier’
system.

LUNE is a creation of the prior FGCC administration. Only network elements such as
switching, local loop costs and other various network elements were required under
the 1996 Act to be sold at reasonable discounts to the CLEG. The FCC decided that
the ILECs were required to “rebundle” these elemants and sell them al much steeper
discounts than plain resale. Plain resale was reguired by the Act as well. The price was
to be the retall price charged by the Bell less avoidable costs such as selling costs,
That was Interpreted to mean a 20%-25% discount to retail. However, the CLECs
didn’t hawve any margin left over for a profit. We're not sure, however, that profil was
required by the Act. Al the end of the day. the spirit of the Act was to daliver a
mechanism to jumpstart local competition, and we interpret that to mean to develop a
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Wirgless displacement 15 not
only affacting primary access
lings, but 15 hawing a
davastating etect on B8 C
second fines

mechanism to allow competitors to build up a large encugh base of customers - aither
through UME elements or resale to THEM justify building their own network,

Regulators forgot to notice that wireless is local

competition, too

In its July 2002 Local Telephone Competition report, the FCC reported that US
wireless subscribers increased from 79.7m at year-end 1899 to 122.4m by year-end
2001, or a 23.9% CAGR. With wireless carners offering big buckel minute plans
including features like Caller ID and free roaming, wireless phones are replacing
landlings for many consumers. As wirgless companies continue 1o bulld out their
networks and improve service qualily, wireless displacement will increasingly displace
ABOC landlinas.

Wireless displacement is not only affecting primary access lines, but s having a
devastating effect an RBOC second lines. Second line growth for the RBOCs is
declining rapidly, primarily as a result of wireless displacement of these second lines.
Far example, BLS reported a 02 02 second line YoY growth decline of 10.6%, while
SBC's second lines declined 8.7% Yo in Q2 02 Historically, second lines have
increased as much as 15%-20% Yo¥, and just two guarers ago we gstimate that
these second line were decliming approximately 5%. If we estimate that the RBOCs
combined for 17m second lines at year-end 2001, and each second line genarates $5
per month with a 65% EBITDA margin, than $635m of EBITOA was generated from
ABOC second lines in 2001, This $633m of EBITDA is in danger of being reduced by
10% per year, primarily dua to wireless displacement

End result

$1.4bn decline over last year
Figure 3: RBOC local wireline
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Regulators hawve mowed fo an
active stance to redesign the
industy

Regulators hurting consumers in long run

The comBination of very effective lobbying on the part of small and large (read: ATAT)
CLECs, and a democratic FCC {thought to be frigndly to long distance and CLECSs, not
REBOCs) prodded the FCC to create the UNE-Plattorm, or UNE-P. The FCC decided
that UNEs shauld be priced at a thaoretical lavel, that is, what would it cost for a brand
naw local network to add an access line, The assumptions include state-of-the-art
netwarks throughout, and pearfect capital and man-hour deployments. In other words,
we believe these are imaginary. nen-histanc: therefore, in our cpinion, Mis s an
unreascnable way to regulate an industry, Another related issue is that of regulation
altogether. In the 10 years of covenng this industry, regulators hawve, in our view, taken
an exponentially more involved role in the ‘day-to-day” decisions about pricing,
mergers, service offerings. inter-carrier relationships, ete. than befare the 1986 Act. II
wasn't supposed 1o turn out that way. Hegulators have moved to an active stance to
redesign the industry, from a passive stance where carriers knew the rules and
aperated freals within them. They knew what thair returns would ba, and didn't have 1o
make the very risky types of investments ABOCs have made in the past faw years fo
compensate for the loss of growth in the core business Ihat has destroyed shareholder
value. On top of that the regulaters have had the narve to requlate the newer high-risk
capital return projects such as DSL. Mow every carrier move ls scrutinized by a state or
FCC hearing, slowing down the communications revolution of the late 1990s. In the
shart run, the consumer wins with these artificially lowerad local rates. In the long term,
tha consumer will suffer as ILECs cut their capital budgets by 30%, which will produce
fewar services, mara network outages, and crummier customer senvice. The regulators
dor't understand that the [ocal industry, unlike the long distance industry, is the clogsast
thing in telecoms to a “natural® monopoly. Wireless, long distance and undersea
networks cost less per DS-0 to build, and are constructed in a matter of months ar a
year or lwo, not the many years it takes to build a local landline netwark,
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Telecommunications &
Broadband Services

THE STATUS OF 271 AND UNE-PLATFORM IN
THE REGIONAL BELLS' TERRITORIES

RCBUIHU}T}“ Updatc W Since our May report, the FCC has granted 271s in four states: Georgia and
Louisiana for BellSouth and Maine and New lersey for Verizon., Applications for
sevenleen stales” 271s are before the FOU now. By year-end we expect all of

Verizon to be covered by 371s. We expect Qhwest 1o have 271s in all but one or

T . two states (Minnesota and Arizona being the ones we expect to lag), We expect
Type af Report !

INDUSTRY REPORT BellSouth o have all its 271s except Florida, Finally, we expect SBC 1o add

California Jate in 2002, but do not believe the Ameritech states will get their 2713
until the first half of 2003,

Anna Maria Kovaes, Ph.D., CFA -
(617) §76-5764

akovacsi@yesinvesi.com

As part of the 271 process, UNE rates since May have been reduced in many
states, most notably in the Qwest Repion, but also in SBC and BellSouth states,
We expect some more UNE reductions {Massachusetis, New Jersey and
Penngylvania are pendimg for Verizon, tor example) but expect the pace to slow

Kristin L. Burns. Ph.D given how much UNE rates have decreased and given that the 271 process that
. - s, Ph.D.

(617) 576-5764 drives some of the cuts is nearing its end.
kburnsi@yesinvest.com 3 I . ;
- B [For the CLECS, the lower UNE rates present the opporfunity to enfer the local

market with minimal up-front investment. It is not clear, however, whether some
Gregory S. Vitale of the more woubled companies, like WorldCom, will be able to take full
(6[?-} ST6-5764 advantage, We view UNEP as being positive for the IXCs, particularly AT&T, but
gritalef@yesinvest.cam do not believe that it is enough to stem the declining revenues and profitability ol
the consumer long-distance market.

August 22, 2002 B From the RBOC-investor’s perspective, UNEP presents several problems, One is
) the reduction in revenues that comes from converting refail to wholesale revenues,
The other is the pricing compression thal comes from the RBOCs™ own attempts to
restructure their prices to compete with the new entrants.  Finally. there 15 the
exposure during a period when an RBOC cannot vet enter long-distance, but the
IXCs have begun to enter its local market. Among the RBOCs, SBC is by far the
most exposed. In California and in the Ameritech states, it has super-low UNEP
prices and no ability to counter an [XC's entry with an all-distance plan. It is
possible that Verizon will also see some meaminglful share loss in the next few
months, but we do not see the [XCs being as focused on it as they are on SBC,
particularly in Calilornia.

One Commerce Square - 2005 Market Street © Philadelphia PA 19103 1-H8E-751-9000
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[HE STATUS OF 271 AND UNE-PLATFORM IN THE REGIONALI

- 7 1 1 o
BELLS TERRITORIES

( )w:r three months have passed since we last published our report “The Stamus of
A 271 and UNLE-Platform in the Regional Bells' Territories”, Given the recent
Nood of 271 filings with the FCC and the concomitant changes to UNE-Platform
(LNEP) rates made by individual state commissions, we thought it timely to provide

an update,

B The flood of applications for in-Regon long distance enoy under secuon 271
of the Telecom Act {271) 18 reaching its crest.  Founsen 2715 have been
granted to the Regional Bells (RBOCs) so far, and the FCC has applications for
seventeen more before it nght now: Alabama, Kentucky, Mississippl, MNorth
Carolina and Souwth Carolina for BellSouth; Colorado, ldaho, lowa, Nebraska,
North Dakota, Montana, Utah, Washington, and Wyonming for Qwest; New
Hampshire, Delaware, and Virginia for Verizon,

B By year-end 2002, we expect 271s to cover all BellSouth states except Florida,
all Qwest states excepl Minnesota and possibly Arizona, and all Verizon states.
SBC has a good chance of having California granted by year-end, and a slight
chance of having Michigan granted as well, with the rest of the Ameritech
states likely to slip into the first half of 2003,

B Az the RBOCs have prepared to submit their 271s, they and their state
commissions have made changes to their unbundled network element (UNLE)
prices. While commuissions do occasionally change UNE prices independently
of the 271 process—as New York did earlier this year and as Massachusetts,
Mew Jersey, Texas and Pennsylvania are doing now-—most changes have been
made ag part of the 271 process. Thus, hoth because UNE rates have been
lowered sharply in most states over the last yvear and because the 271 process is
ending, we expect a slower rale of change to UNE prices over the next yvear or
two than we have seen in the last few months,

B The actual implementation of UNEP accelerated in the last few months, as
competitive carriers (CLECs) have focused more on this market. WorldCom's
WMCT division, in partnership with Z-Tel launched its Neighborhood Plan in
April. AT&T has added local UNEP-based service in six states to its origmal
two since March of 2002 and will probably add another two states this year. In
early 2002, AT&T was offering UNEP-based local service only m New York
and Texas. Since March, it has added Michigan, Georgia, [lineis, Ohig,
California, and MNew Jersey, Tt has indicated that it will also enter Pennsylvania
and Massacluserts this year, We expect it to push hard in California, where it
will fight hardest to protect its long-distance market. WorldCom's MCI
division introduced its Neighborhood plan in April and appeared ready to
pursue entry in at least the urban zones throughout most of the country,  Eniry
by these long-distance carriers (IXCs) has been partly in response ta potential
entry by the RBOCs inta the long distance market in a given state and partly in
response to lower UNE prices. Given the financial problems at World Com and
the changes in AT&T's structure and management as it merges its Broadband
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unit with Comeast it is somewhat difficult to prediet how hard they will push
UNEP, We expect some backing ofl on WorldCom's part, and a harder push
in a small number of states on AT& T s,

Al least in theory, the greatest exposure to changes in UNE prices 1s lo SBC,
ATE&T just began deploying UNEP in California, where SBC will not be able
to respond on the long-distance side till around year-end 2002, at best. AT&T
is also in Michigan, Illinms, and Cthio, where it is unlikely that SBC will be
able to respond on the long-distance side till sometime in the first hall of 2003
As we indicate below, UNEP discounts are greatest overall in the SBC Region,
BellSouth is seeing UNEP-based entry primarily in Georgia and Florida, bur
ATET has not vet entered Florida. Florida is the only state in which we do not
expect BellSouth to have a 271 ull late first quarter 2003, COhwest’s rates have
recently dropped in a number ol states, so that the Regional average UNEP rate
has dropped from $28.21 to $25.97. However, we do not believe that entry
into Qwest's territary is a high priority for the IXCs at any price.  Verizon's
rate at $20.23 is the second lowest on a Regional basis, but that rate is
relatively stahle vs. May of 2002, 1t is also worth noting that Yenzon has not
lost much market share since rates in MNew York were lowered in January.
AT&T has indicated that it will enter Pennsylvania and Massachusens this
year, but neither the timing nor the level of effort in those states is clear to us,

The Supreme Court has affirmed the FCC's right to designate TELRIC (Total
Element Long Run [neremental Cost) as the methodology by which UNE
prices are set, More broadly, in its May 2002 Verizon Communications v,
FCC decision, the Supreme Court appeared 10 affirm the FCC's mght Lo
designate any method other than rate-of-return, which is specifically precluded
by the Telecom Act, for the purpose of sefting UNE prices.

The long-term survival of UNEP is, nevertheless, in question. In its May 2002
Verizon deeision, the Supreme Court reaffirmed the “necessary and impair”
standard, which it had already highlighted in its January 1999 [owa Utilities
Board v. FCC decision. On May 24th, in its USTA v. FCC decision, the D.C.
Circuil of Appeals remanded to the FCC the 1999 UNE order in which the
FCC attempied to refine the list of required UNEs in accordance with the
Supreme Court's “necessary and impar” standard, The D.C. Circuil also
vacated the FOCC's line-sharing arder. The FUC has appealed back to the full
D.C. Circuit some aspects of the court's decision.

All of these judicial decisions will have an impact on the triennial review
which was initiated by the FCC in December of 2001 to decide which UNEs
still meei the “necessary and impair™ test, The tnennial review was expected
to conclude this vear. [If the D.C. Circuit does accept the FCC's appeal, we
believe it is unlikely that the FCC will issue an order in the triennial review till
after the court rules, most likely some time next spring.  Aside from delaying
the conclusion, the various court decisions are likely to drive the FCC wward a
more granular analysis than it had done in the past. That was the bent of the
current FCC anyway, but the D.C. decision reinforees it.  For example, we

would not be surprised to see switching removed as an element in some
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markets fairly quickly and in others over some longer transition period. Other
elements also might be removed over time in some geographic and customer
markets, If the FOC decides to take granularity down to the wire-center leve],
it may leave actual implementation in the hands of the states, but with fairly
tight rules to guide that implementation. In the context of UNEP, what is
significant about the removal of an individual element is that it makes it
necessary for the CLEC te do some work to reassemble the line when it inserts
its own equipment.  That will make it more difficult to move large numbers of
customers rapidly. Thus, the timing and outcome of the triennial review is
very important both to the CLECSTXCs who use UNEP and to the RBOCs
who are wholesaling lines to those CLECS/TXCs ar deep discounts.

The actual financial impact of UNEP on either the RBOCs or their competitors
is, of course, what investors care about, Unfortunately, it is difficult to
quantify because it depends so much on the companes’ strategies. The more
CLECs are able to cream-skim in a given markel, the betler their own margins
and the greater the damage to the RBOC, The CLECs ability to cream-skim,
in twrn, depends not only on the CLECs" own strategies, but on the RBOCS’
win-hack efforts, which often imelude the introduction of new pricing plans and
the RBOCs' ability to offer all-distance plans, Thus, damage to the RBOCs’
financials comes not only from the conversion of rerail revenues to wholesale
revenues, bul from a broader repricing in response to competition. The offset
from long distance appears to be fairly minor, at this point.  Although
ulimately all-distance customers may be “stickier” than those who use only
one service, initially both sides are likely to spend more on marketing to fight
churn than they did hefore.

Our May 1, 2002 report included one effort at such an analysis. It found that
UNEP creates a discount of about 199 to 429 below retail residential revenue,
Using the same retail rates, those discounts would now range from 24% to
50%.  Another way to look at the 1ssue is to use the FCC's rate reference
book, which relies, in turn, on TNS bill-harvesting data.  According to this
data, average residential spending per houschold on local service is $420 per
vear and on long-distance $176 per year. Assuming 1.2 lines per househald,
that would equate to about $30 per line in local revenue plus about 34 per line
in access charges for a lotal tevenue per line of about $33-$34. That figure
falls within the range of $30-834 for retail consumer revenue that we had
estimated in May, although both calculations present potential problems, For
the TNS data, specifically, it is not clear whether taxes and Universal Service
Fund contributions which an RBOC would simply pass through to the
government are included in the revenue. With that caveat, we are using $33.50
as a national average residential rate. That leads to UNEP discounts on a
Region-wide basis of 27% in BellSouth, 28% in Qwest, 48% in S5BC, and 40%
in Verizon. The TNS numbers also mdicate that the RBOC would need to gain
mere than three long-distance customers to make up for the revenues fiom any
local customer it loses (3474 of local plus access revenue vs. $128 of long

distance revenue net of access). And—given the different margin structures of
ihe industries—it needs more than that to make up lor the lost cash flow. OF

course, 1o the extent that an IXC can capture small business customers whese
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retail spending is higher than that of consumers, the damage to the RBOC is
greater, For some time, at least, while the industry resiructures itself into an
“all distance” market, the UNEP vs. 271 game is likely to be “negative-sum,”
with both the RBOCS™ and IXCs” profits hurt by lower revenue and higher
marketing costs.
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APPENDIX

SUMMARY OF CHANGES TO UNEP RErORT, MAY 1O AUGUsT, 2002

Changes in methedology and corrections of errors;

B We changed our MOU (mimutes of use) assumption from 1200 to 1411, to
account for toll minuies, based on foolnote 252 of the FCC's Pennsylvania
arder.

B For the columns that caleulate full UNEP based on DEM (dial-equipment
minutes), there is ne change, Thus, for comparison, we are showing full UINEP
hased on DEM for both May and August in our tables,

® We corrected an error in the formula thar caleulated amortized non-recuming
charges for Verizon's MA, NH, NY, DE, PA. For NV, KS, MO, OK and TX,
we now have some non-recurring charges that we did not have in our last
iteration. For Maryland, we are no longer using the compliance rates that we
used in May. Statewide loop rate averages changed in several BellSouth,
Owest and Venzon states, though the actual rates did not, based on new
estimates of the distributions of lines per zone: KY, LA, MS, SC. NM, ML, 11,
PA.

B Opce we assemble our data, we ask all the relevant state commuissions, RBOCS
and the two major IXCs to comment on its accuracy. We received specific
feedback on the accuracy of our tables from all the FBOCs and many states.

Sunsairy 0F RROC CHANGES
B UNE prices continue to trend down,

B For all RBOCs the full UNEP average (assuming DEM) dropped by 10% from
that which we reported in May,

B  On anational basis, full UNEP average {assuming DEM} now stands at $20.28
va. the $22.58 average we reported in May,

B The range is a high of §24.38 for BellSouth and a low of §17.50 for SBC,
within the range we predicted in our May report.

B SBC experienced a roughly 20% decline {with an even sharper decline in
California) and Qwest expenenced a roughly 15% decline i full UNLFP
(DEM) average since our May report.

B The RBOC-wide total switching and transport average dropped 21%, from the
$8.34 we reported in May to $6.59 in August.

B Several states’ full UNEP (DEM) price appear to increase or actually increased
from that which we reported in May. In some cases, as noted above, we
changed the non-recurring formula. In some cases we changed the diszribution

&
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of loops among zones, thus changing the average. In a few cases, rates actually
rose. [n AL, FL, LA, MS and 5C, there is now a cross-connect charge that is
part of the non-recurring charges that we amortize, In Oregon, the port rate
increased slightly,

— Anna Maria Kovacs, Ph.D,, CFA
— Kristin L. Burns, Ph.D

— Gregory S. Vitale
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COMPANIES MENTIONED IN THIS REPORT

Company Name Symbaol Price
BellSouth BLS 52544
SBC SBC $27.89
(rwest Q $2.82
Verizon VZ $31.18
AT&T T §11.79
WorldCom's M WOOEQ $0.12
Z-Tel LTEL 5144
Comcast CMCSK §21.99
Dow Tones Indusirial DJLA B.BR7.87
S&P 500 Stock Index SPX 941.06

4



ERCE Carrral MARKETS, [NC

-

Conim

SRS [P0 Ceodag QYN pun Sjuswdad sorpsaocag i Supeyam sEagd Commpuiag pue seodad persue g duoduo) aounog

| [l ] =TT T ¥ ¥ 1. ]
| PIRIS FISIE oIes 00§ ey [T 568 L]
i s A ™ m R AN ) SR
| 20 kes 0wk 3558 69 08 20618 IRNTS Bi 7ES LLTT]
BiELE TS LT 0S FTUS SELE 114§ 56118 %L BiF'sI Ty usiBan JENY 1LY 11340
] AN TATH L] N ] TN g
i SiCIS LILIS (s FO0E &5 CS e EFLis L |
| i ¥R [ ™ YR i3] LI
| LLGTS RS RE D5 7 0% FEOLS 16l L 3 ] LEH
95 UES SREIS rrns €108 [TEL] E1ES 61l Wit LEF'EI Bacy woafiag XAM AN 1
1 il a v T TN wirag |
0% 0o 04 (e Ix9% R el |
Erd] 1] i L
03 [N ITOTS ukin
TG ___ &lus i3 w1 LTAP _EAW SpTa ISASH O L |
(A 1] E | NV A
LT LT 0% BleE SLtH i
bi 1! o R qO I
0Eny RS ST 8% nRH
913 AT 9L L% ELD 9T Ll faw ueaBay Jum s
TR 'E) VI T mimg
8008 recs LL 9% me]
ANV AN AR wEE
noig ri 1§ wilng
ress [TED % EE [ Bay uandny I 1EH D141
i Al uns
ILES FEEE o
ir. L LELEES
SO00S LE 1% nag
$EES R o, [ICNE Aay moday 10 THAKY
] Nl L]
ons (I3 31 11 N% ] g
i i AN e
IS sLmls (AR TE) uin
S5 RS 165% 1998 &, BEI'RE Iy SAEAS Y s |
Vi L] MHN [T neg
1105 YEES 1871 RIS EL] |
WG (] LiE: H s |
0% 008 5T 0% Te iy 96078 i |
[ e LEWE EE'LE X1 "Il 194 =Ew trimunin |
s h EE] Nl Nl v ey |
06'6TE BT 2103 e 1E 55 e S (14413
T ™= B T v N e
B0 SEE I8 6% ¥ 6IE [16% [ BL 9% LETTS
] BETLS ETTE TEi] i 1655 IrE 1S il T50RT
s IHS s i a8 £1a s
IRRI% BeLls FER[S F10% 16'5S P tolid
1] TH ] T [ +] a8 (&}
et Bt wis 15 rif 0L% 1918 164 ] 0o'a1s
[T BIT'RIS b 0TS $9'0% [N 5095 TLS FOEIS il S BUE M LY LAy
TIviOL IVIQLANS SLOANT ATN]
saanm m srynEm samuym Ropmaydoe ynEm snmm Jumpemde amE = sagnmm Topew Tase
TG S Y o ) e S [iF] SmEsEY WA mmEy AL LY [l REL LT FRHD emmmsEy
LY ST L ORILYNIWAA L SHNIELY NN L (wyoam sady i anm [qrmam aad) (qrusss Anpmim FANET IBilai ) S W01 BRIV IR SO A
IMY DLV HED AV SNELVAIIEED Y LV HAHLO TTY ad) AL TTY  AHOdSNYHEL oy edi paodsa vl edl 3LV Jo0T EEADDY AV

o AN

TTikd THT AV N

JHNY TUNA

AN TTRA

DMIHDLIAE TV LOL UMY DNIHILIME
TYLL

PV LD A %

SJ0H?

Y = AAVINIANS XMLV A MOSTIV.dINC

7 IMNAWATH HHOM LI O IANNEIN

10



C

ORMMERCE CAPITAL MARKETS, INC

SAIDMIEES J > SLodad CIPVEE DU Sueweadn popasenasaane ey Aunpep s sSupy CaogopEas pun spaodad ooy 8 Sunde ) C2amoeg

Al TH TRERAT 301 VA o VA ] I g
es GI0S ET o Y 9 e et iS00 ef L0 adag e —L
ETS| aw sl A d 0 A iR AR T
45 0§ L1 g L £1'o8 SRS B TINEON Y EORIE0 1Y Ly L]
il'ed Lrnd g g EELB00EE 1HST8 S FETEMIRS RIS Fay wien LY TIHE
ST VAR AM AN AM AN AN AR VNS
L2001 4 s CE'DS LR 1LE0000F 111oe ok i¥ G118 =y
ViR Ir] VH HH L0 A AN
S1'ot s £ b BFE | 0% To0HE 0% [OarDn oS i S LL ]
o] wi i3 {owh [T Rl S R SIS Aay v Boy MANAN
3T LA T ¥ WA A AN ™ nng
g £5'm 791 0'0% 11 1180708 LHITDIE S ] ]
T i VIR ) ) Y wimg
9% LT TY FE°03 EF'Bg DS [ 0Y IIS500 0% SFEE00 05 i5 pIs uhH
£1 15 S0'0S BiilS F T i 120005 SLETBEE 06 IS LY Ipas pean wens
x [T 77T — AL N SH Ay HY nms
Does ooes SELO0v 0 oerind 0f Lo SEELE L
[ KRGSV ELE k1] Lo
FELT 2014 01T B9 0F 1518 LE]
LT ILE [T & LoD 8% w o oS REO1 08 0 TEFIS Bay werday gy
AN =] o w3 L] (] LE] g
LT TH | B T oaElon0g O 1 04 T g
| VI o e EY; | A AR = 1
FISD L] BO75EH0 DY oI9100 oY Di9109 0% IS 0ES nEH
| EIR'1 [T 580 1005 U008 TR 109 05 S10LS Faw eman 1738 21410Vd
i o] 1 TR T 1] o R
FaLl Toat PR [SC I RO 0% 10L% =
o 5 Iy I = " T
L0 £ SIEI00 o RIEIS0 0% pe o1 Ll
061 [T 5T P00 S SEr I 0% [ Fay woaTay (T LTEAWY
IEN TR DAY [TRET] ETHT] [E] g
0L 0ot o0 08 00N o DOGED0 0%
o 0 0 i ECITN0 08 BETIDD 65
&L 6% [ I G5 IS 11607 ¥S %
TNW T ¥Iad", [ [ i apmg
00T D Do 1ELonn of pe O of OGS0 1% EFEIS way
ik in O i L) a8 LK 1
L arel aL v =508 6§ ot 1 Gf Diniy' 3§ il ANEEDD 3T B&ETE gl |
| 6IT'T ares T5 IS [T 996 T 0% 1EL19E 1S [T [ERIE] Haw Fpnmuer ey ae i)
T WTAN VO IV ™ ET] T w v Wik
PR [0S [FR FEL S0F000 OF Encone o EGL000 0 S5TI%
g ] ™ L] i w1 R
FLC'E LLaE] PELE z FEY| 000 ¥SHI00 0f LETEY
BRI L IveE 6 05 s T Lipbon ug 15 Llgd 18 15 1100 #8 TEEIS
ZA ZA T Zh 514 395 ECH 2
oz o us 0% S0 L5000 0 05 1[G 0g oE1I00 T TNNE
B o T I zi T
1o of Pl o if 000 iy 0 6 L7000 REETO BT LLElE]
i T g &t g $F08 § LH 00 B ES IS EF8 100 b8 L] SI0EH 0V Y
| 51VLLHAS | SLNJNT AEN 1
S amm L] L LEL TR O R
W ermnrey fuzrmbisn O — Sempendisn
HIF| SrmmEy 1IF | Smnssy
g e (g dad) p | gy i {ijimom e d) fqumam rady (qpum {7gp o o inom [0 49d) [enE (ypmzm s gruem aad)
aad g 38y QAZILHOWY axd) 1800 wediwes ] pun 1redsmn ] pEy sdigna axd} gna 2l JHOdSNYHL  ONIHOLIME 20 OKIHOLIMS  2Lve 1d0d  HLVAJ007
AN TV LOL FAAIVIA  Ewmnes semo  Smasmegaano COMIMOLIE  demed v dwmpemdue pEae]
HAALD nExey

SHOHY 1TV - AUYIWINNS X




FANDMIIEA [Py P roalaa Sy pun SRS AT W04

< e e T T n‘_m...c...u.ﬂ Au A

ui sEun Laopoprdag pun sraodad popsumm g Suediea ) aaanog

e s

B S

u)
-

R
1E91%
BT TIS
TIrIS

¥ L

9t

ECS

g

POIIS
LIRS
BLEIS
18918

rmijpdr s findy

a0 LT3

LO0d 00 1%

FRLE

L1055
061
SLOI%
EISAE

el

BAE TR

[0 HLS

H T

06 &5

BEr
LTS
I& S5
15018
LETIS

il

™~

By

) sEIER

Li 515

LS S0 L%

(o 0d

SLAFE
EEITE
LLTis

e 01

il

¥ ElE

TR &6 0f

5008
{e71s
FOEY

5T L1§

18103

£ LS
i

i600F

179s

iRElS
[ETTS
L Jelk ]

iy

i)

1T Ls

55FY

Lo oS

Bl OEY
SR
L'
(el

e

s ]

L0'[§

LAt

EEY
P DT
CoTg
Ll

el

EW P

STYLOL [

L

S IY LOLES 1

sapmugem Fnppewydpan

Ldnl 3y |

S0 ] wxinmym B engdae Hasmm w3 LT ERT

=
=
&
£
=
=
|
<
=
B
<<

—

COMMERCE

LR LT Y

OSMILVNIWEAL
(UL
VRIDIEO
JAND
TT AV W

T 0 PRy

E TSI NIRTEN § e |

[ sy

DRI VHIWHETL

WEQ Sy

JIp] ==y

F 0 e ey

CITEL ]

OMY DNEEYRIDTE0 O8Y INCLY UMD D wanio 11y sl gaueo oy el D i0dsNviE L
ONY "PNIHDLEMS

ATT TTAA

AN T

I¥LDL

TR iy

i
2} [ HGIERVHI
Y SNITHFELNS
TyLoL

Tuew
el ALV SO0

SANIT SSAIDIV
IVLOL o %

LTS ] i
SERIIV

SANDTE
LTSN A0

14

S Xl




METWORK El

SOUTH

£l

ST ATE

LOOF RATE (per FORT RATE {per

[ ]

L]

LOTAL
URGINATING
SWITC HING (pex
WAL |

LAOCAL

TERMISAT NG
SWITLHING dper

MOy

UTHER

SWITCHING AND

TRARSFORT (per
MO

DUF (per month’

Aivamed 14110
inating minmte

DUF {per emomib)

Asumes EM
= inutes

Oilber Swilching
and Tramapari

[per mwsth)

Axwumen 141

srgElnanng
minmies

Ditber Switchiag
and Tramperi

et menik)

Asvmmed PEM
minules

FEATURE COST
(per memilih

ANMORTIZED
NEREL {peor moniil

KEY INFLTS

1

SUBIOTALS

TOTAL DEM
{per lime. per
menil]

IV A0

Abibaimi

L1688
31055
o0 a4
EEEN ]

50000733

smagwnd

S0 moEnd

0.

2058

n

L8

3015

1448

.‘I‘Q.-I . TELAMHYY TV

Flerida

1555
E1.T7
i3 &9

31435

5071

L]

15

3007

1960

| Goee rytia

EI253
£l Ei
1247

51%.E3

B9

50001533

o oo i3

S0 miaEse

3 b€

84079

50l

3000

a1l

1,51

Benmeky

$I7.24%
e
L2 R

3Rl 55

113

L SR B I

pUE

S000a7HE

5093

3

s110

50 00

5008

Lruiasams

1624
L™
122 33

148 2¢

E1.36

50,001 663

50 00) KEK

0 mnaan s

i o

50.66

i

3 BET

M lsslas lppi

$22.37
BI0.51
s15.91
EX5M

B4 i

284

$0.00 1027

S0 a0027

51

5071

sa

5015

2954

Maith Ciralima

S8 0E
EI0.7§
19 9%

$30.13

50 i 5

L |

0L

El

Lix]

5078

30.09

50.22

21544

Snwih Carslina

16 5

E20.3%
S2E 04

30001052

Enponisa

fogs

§0.73

8005

30354

Uil Basde

ETEN
w1243
E18. 3L
52132

it

50 DbORDS

30 BOOACd

0000457

098

§05|

i ES

S04 4

0

3,858

Sowrce: Company Financial reporis and regulatory flings tnclading rarifis

inrerconnection agreements and ARMIE reports; CCMT estimentes.

TN )




COMMERCE CAPITAL MARKETS, TNC

FRALUGSR JFY 00 RaAR SIFH Y P SPUaa S won 0o T s

Suipryner sSenyif Adowmprday pune sysodas poraum o .

(oo ) 20ameg

8 0FS 3
el o T
TE DTS 1
16618 YHEd
£ LY iorEL L9 IES 03 95 0% I& (K PL T  MFR % BLE Buy lmmed
[ £
I5F1§ F
sl iif 13 1
SENIE Z
1rag L |
i (4 il 0dd EL OIS 0% 0 05 0§ 58 6% (834 IrklE bad] LbOT By LT UL L
[BIE [
IREIS dEgange
17118 o
5% 1§ PE078 £50T8 £L LI 0% £E 0% S69Y L b LS St LI Eay LI
LE PIE £
FER Y T
milE I
BELEg LLLES LLEEs LiiE LE s SIS iZLls &1115 ili Ay L L WL UL
T i
H o sis 4
| LIS [
LIZLS et ROk s S0 §5 0% LiLs M5 1 L5 Any nudaig
| rr il £
| fal 3 k. i
BLPIS 1
| L] (A8 TH) TR+ £5 0F 1§03 JULS iz 8§ (TN LY L Bay L L B TELT O
| L 05 £
LS 3
SLLIE 1
16 E1X fi2id oLl Ly ug FEH pir g H LELIS Sl Tkl dnw SRIIMN SN
s 795 S
1E3is =
FITIS i
05 GES E3 GRS LS LLus Lot 0E g2 ST EE Leils L ap Ty L e LT
GBS i
(e T
06 ET i
135S vus
i bi% FEpiE TN A% 15 0§ Lo 0f Ll 0i§ 0]l i 0% . T4 Thi Baw MR |
TN [
TFFIS i
LETIS 1
18RS [
TS i05Q3 e B0 | £f OE £E DY 0 5% $EL% LELLS - Skl T Eay EhosaUE By
| LTLIS i |
LRk z |
[eis I
0F 81§ §9ELS LS ECS ELQS S105 L& 5§ ITLS E91S % gl Ay Emj
TE6rE i |
(9% %
L2 1% I
PLGES IR 9IS % W | EE 08 Joss 96 3% §£09 EGLS L o EERY nyEp)
pUTTS i
LTS £
16°5%
A [ poE LEOE SELIE il Dk L Iavg LI LETCN ]
BETOS i
Cllg T
6 5% |
L DE§ B6wig T Liog 2§08 OE§8 S001% PEGIE LO0'E Taw LR
STVAOL STYLOLANS | TR I |
ST e T S Sy wognuiw Hurycuafose Sewp s Wy e syl sapnam §oies B
B A0 B ey | IR s WA armneey umprw I ) Ee Ry (RESm L R
Tt
OMILVATIHTL MWLLVWIWHT L DRIIVAIWEAL (wanew dod; {mame m and) iy m [gannm {gpmom SANIT S5AIDY (r0e0l SANE] SANOE ELVILS
ONY SNILYNIDTAD ANY DNILYMIDIA0 adY DSNILVRIDISG  d3I0L0TTY HANLD TTY  59d) [HOJSNYHL Sod) Loodsa vl B aLys 4007 TVLOLE % SEA23Y ALISKA
AAMN FANONTINA ATNO 1IN MY OMY DFNTHFLI AS
TINA Thad LYW LRI R TvIaL
TV LO

JNNS XILLY A NOSIHVAINGD) 20y INTWI 1

14



STATE

DTHER
Lazsl SWITCHING
dermimaring ARD
SWITTCHING TRAMSPURT (per
{per MO MOy

LM} F
RATE iper
manth)

Lecal enigimating
SWITCHIMNG
fper MO,

DUF cpes
maonih)

DUF (per
monch)

Animmes

DEM minuiss srigmaling misaule

Oitlber Switching and Oiber Swildhing amd
Trimgpart (per
month)

lTranspsre iper
menth)

Assumes EM

wimalsa

FEATURE

COET fper

m o mdh |

AMORTIZED
NRELC {per memih)

EEY INFUTS

SUBTOTALS

iper manth, per
Fime

Artzona

Toan r 00 TH A0 Res TG 001019

5012

5143 512

S0 50

$0.10

Z, 107

Celorade

FUE I 3L BT 0 GO IF

LR

1 iy

TT 3T ST1T

S ol

S0TY

T.Tad

Tdaka

LR R SaITTY To onuT o

LD BB

351 iLuE

ool

sU.TE

09X

Towa

STOOTES OnTRE T 0005

S

]

3051 3122

3000

S0.0E

LT

HIT.87 31.0% STOOTETD W OnTITo FHO0TID

SE.IS

1R 5066

Sann

000

Mentens

ST 9% ST5% Y2 B Bk SO CHTTET L U

L{RE]

L B

SR ONToNT T nnIvEy Th oI

LR L]

303 3133

S0.00

Hew Mavicn

S0 00110k O OOT108 L |

¥

I {UeE

EL ]

1B &

[Rarth Dakots

Thon e R LELEEEE T (a0

F SR L]

1R

000

SOTE

AT

Uregen

315.00 3110 b1 UL EEL LT

5700

Tonth Dakels

b L R S0 O T8 B LT O T

To .00

0] TG
5091
HERE LR
1211 L o)

S0 G 0 OOUE T

sUTE

yILIG R1BI3

e

-4
-4
B

194, L.t Ll e YO o0 Ton SO ONTI X

=

59

| - 1B

ol

s0.TT

W W ot = g

SUTETEST O DOTERS 0000719

30.3%

1 )

LB HEE :

p LU

-:.' 1

Sonaree; Company Financial reporrs and regulaiory filings incliding variffs, intercannection agreemenis and ARMIS reporiz, COMT extireales,

] S LANEY N LTV LLd Y AN O



sayening iy 1) s SR pre spusussSe wousstuosasien sy Swnprpou sdupy Ceopopaar pun spadaa pepsaeg g Aemdw ) a0.ineg

Fdd
’_ L A
5| 10F ¥ L3 15 55 §§°9 Sl | diwl R
[ = —==
]
|
i 01 ¥R DENE El IR LR b Saf o gl btk o s (1]
IWIrg B5T8 Loy 1509 g IFi L jamam gy
EYEIE Ll 3078 c [T 971 cf TRt ui ELT ]
BEE 0 615 s NS i 1% (L.55 } & 1 (FU WEERERTY
1 e i e g - 3"
s 'gLd & &t [E VL] AN L G Zunig L E 15 51 E_i'._ Lol
£ ]
1 i |
L e ; PEEiE {TRETE LI £ Lot ] (e R LB B
i 3 =g -
T
wging i
¥ EOT SFELE T _T¥TY [T+ AL (T 11E = WL Fam pum AT 4y
el
Ukl
wmpan
¥ FIE EE®IF F b 6505 FO% ZCLE g LY b S ¥ Jan prm LTy
mEm
Wy
ama
o kg Is FlS T Y [T nE 0% [ o ] 595 sedeyaagy
4awig SO LY of £1§ Lo u§ 0 0 Li'i§ ThES i1 3 SEET e i |
gl L1,
& [eLs
o 5 1%
= [Tl o g af wig (FN v = 3 (=Ll ECEE Lo | SITL
.|
= FIvIOL I SIvioLans | inasiass |
= exqrnm cammm opuaym i o copnmm cymme feprathen cognmm pyyg ooy emnmw Jegraue
= A S Y (0% DIRSE Ty LIF] Frmnesy (e TEEE L LIF] Smnesy LR [ mn ey
E
'
-
L DX VLINALL ONIIVKTHAL Delid ¥ ST AL imwam igeem [qran s igEam (LEL L] DN ] [RnBE! SR WA
= UNY DIRLLY SN xRy MY RIS Sl WA A0 TTY S HTHLO TV S LHOJSNYHL QR 530 DHOJSIVEL AUy 05340 30%E 20070 SEAIDY EERIDV ALpEwdn |
;E JAENN DHELY NITHHED dANT TENTH LTSS 1Y L0 TRIH LIS IV L T¥ L0 B
=} TliA T e JAND TN
S
5
o IS - ANVINIWNS XILLYN NOSTE? Vol INAWITH 40130 GIMaONOEN 3 LIHHXY




Ll

“ 17 4A N ELEMENT R i (SO M M A “"E':'k_
OTHER
LM F FORT Lueal eripinating Loeal termimating W ITCHING AND i thar Swin pound  Onber Swicching and FEATURE TidTAL BEM
MATE ipeir RATE (per  SWITCHING  SWITCHING iper TRANSPORT iper DUF dpar DU F (per Tranaperl {par Tramipor (per COET {per AMUORTIZED (peF monrh, pey
STATE month) manih) iper MO [V ML} momih] muonik] monih) monlh] i MNRL (piF W anehy [LE}
Assnmes 1411 AsSEmEd
ariginacieg IEM Aseumes 1401 Awenmes [FEM
R e B (R Utes ATIEINANAE N el
EEY 1MPUTS I BL LR ALY I
TEL - RMErTHACE
C180 &ks 3500 n [ maz $0.23 14 S0 95 0,00 S0.0E 1,764
| Indaama (FXT3 £0 000000 30000000 S0 oG 300 S0E7 30,73 LR 5037 EE ]
iMi;hj:.. £253 il Ta 50 1% SOFT 5053 LT SOET 1, 86%
|
i
i =
5483 . p008E0 30 000624 IR T F0KT] §0 3T FLES 3096 LT 5033 2897
Wiscamiin 1020 [T HE] LN ERSE k] 307 ) 31.56 ET T RN 1,90%
1030
L1090 — - = = S —
GGG
Calilersia 5593 098 FEeR: THET 11 S (v | S L8 DinBed B0l E0.00 §133 5091 5050 3008 LLEld
13
S8 E?
$1% 64
Mivada £i=} B0 il E0. 00160 IGLEET 00 500 (R $557 S0 5003 R T
- GoulEwasiara 0el ——
Arkamiay S1A1 S0 me) 499 50201490 £0.00012% $1.08 1,02 i9.a4 £+ i 22 I 14
Kanses $1.61 S03071450 50001490 il06 54,91 50.26 5039 £0. RS L1l
™ s o 11 89 §OB02i97 50002192 S0 000440 £0.00 i 0 LEE] 50 54 2000 5027 2106
T T 10 THO031E 51 0R 50 99 S0.6% S06a S0 00 KT FIETE]
|
I Tezas 50001507 05507 §0 G199 51 D& 055 504z S0z8 S0 5018 1158

Sawrce. Company Fiadhcial réports and reginlaory filingy fne

rerconnection agreemeints and ARMIN reports. CUMY estimates

AEVIAL VLIV ) AN )

M 'S0




COMMERCE Carrral MakrkETSs, [NC

'IFJIH’.u’.u'f.? .ri H‘ j ? .'A'L'M?J _fll"'lr"al"l-' .E:H:‘ :’]h_}_‘nl.la_wc— |“J.Ij'|.=!||'|JCJ_'_‘ PEAT L ek El.',llprrl,'_w,' :;'E?L':'I" / .'._l"JJ'I-FLr.\-:HJ ‘l'ltc'n" Iu'J'JI'fH‘I: Ly J’n’J’:.‘lI’HFLIJ-_" .1’.'.|'I3|'|'III.|'-'J_} I!'J_l’JEI"lS‘

FPEFL i
PTIE 1
RIS L
0 ##S IO g e wid L] gt ials i §8 6l 'LE_ B L6 Aay vy S
OFELS i
B 1LS 1 Mk FEEIE TN LT e 55 RS Taih! 05k Tuy ey g, |
=
B
fi'slf ileig 0t 0Ly LI0E oF 0§ 81 5% gros 7| 40y Fil EiUEajisuna,|
¢
%
BLELE B1ELE A NAL [O0g a0 [T [TL L BED'L L ANSIIE MR
1
9z 615 STig LE'Lre Sens et RE ] ELEE b 01k By pumpiaey
z
1
IE L% 18 028 TRITE S80S &850 &il' 55 B9 6% L1 ELS Lay et
NS [T SENIS 00 a0 T 55 76 6% [T 51078 [ ol
MENY 1LY 1138 - 3371
L
&0°5T% AE IS LTS [o0g B 05 (SR TR ] BLE v
T
d
LoiEig BLEIS 5 0I% E0°05 L0 95 5% Wl i £l L PEEY] 2PN
3
T
SELEE LLels G LIS 2008 ED 05 By 5% 155 LT ESTEl Tay Hamp sy
z
15108 LTS AL 0E Sk 05 £ 5§ 12 1% il [ “Han angcdmep) =a
c
L
LLETE TH'STE B ETE 1068 &1°0% 15 20E 1 1 635F Tay L ki, i ©]
E
LIS T
Ll § ] 1
LI § L0 ITs |9 ELE Lo Fi 0% (s L 2518 L 4, Tay i |
| KANAN - I
SIVLAL I E ]
I #IVL0L Ilu'ldl.:_l._{."'ll
FEIRT T ]y E | m mlgmmem erpnmm srpmmim FonpemTasm
HA B3 MY AwuniPiie (i) SREWEY W femny P T e PRFD S nsdi
LIF| =Swmnssy
SNILYNIWHEIL SNILVRIREIL SR LW LA [gymem 2ad) (genm= Iqquam (qyaom (gpue e sad) SARL (enenh ST SANOE TIVLY
UMY DRILYNIDIND HAHLOUTY o WEHLo Ty sl podsyHL 0@ LHdSNYHL JLYH 00T SSRI0V Sed0aV ALlsN3g
JEAN TS ANY ORNIHILIMS OMY SRIHILIMES TV AL f
LIS Te0T AV 1% L0 iYL

18




61

[ . - . . . | -1 " , L ) win & [ sl Ad & e 0 g F "
Exiipir SA: UNBUNDLED NETWORK ELEMENT RA IPARISON MATRIX SUMMARY - VI
OTHER
FORT Local sriginating Lucal iermivaling SWITCHING AND Otber Fwiiching sad  Diher Swiiching TOTAL DEM
LOOF RATE RATE iper SWITCHING SWITCHING TRANSFORT (per UF gper iri'F cper Trawpar (per amd Transpars (par  FEATURE COST  AMORTIZER NEC  per llise, par
STATE per mosib] manih] g WO (per MOUY MOy mamih] maath) m el - (et munth) Lper o lhj meonth)
Assumes L4010
srigizating  Ammmes BEM Asvmma 0411 Annmmes DEM
PE—— mimulca srapimaling minulia minalca
KEY INPUTE ELETUTALS
PR §0.00 14ED FOO01GET HRIE] a0 Fr AL frsd finod 414 1,87
T T | TR $0 &t 1 S0 0 04 $0.09 117 T 65 [T 5015 5]
Her 1 ampehire ®.7 0 02 1064 $0 GOZ0&d S0 BO0ES3 $0.43 $0.35 $1.20 [TED B 16 05 ENTE
Hew Yark FTEINEH LHELIE EHIW."EFH 'F_“ﬂn §0. 87 $i.4] [ IR 1-!E EIL
Rhode Blund HETD 0 6 50 00| $0.D00RS3 [T 003 51.20 [TET? [TEH 10 00 000
Wermaal HEH ELECELTE S0 O0E0E IR i 5 003 1M $141 [ITE [T 2 iew
LEC . BELL ATLANTIC |
o.C. 5153 54100 30400 0. 03500 § 1110 B85 11 01 $0 98 i i 34 ai 1317
Deduware [ Fiex] S00056H LIRS 11 07 B §0.23 [TTE [ 1T
— -
M ary land LIS £0.00 3800 =00 CRIEDD HL IS L] .04 FO51 [IEH HER 1 =2 058
Now Jersaw £5.7) 50 COIS08 AL T 5010 FL0T LEE] LI T o0 T 750
| $E12
| £ 59
0,64
EN] 5150 50 G01E02 0001615 fow o 0 &7 [T [ RE] [T N
1 £10.25
| 511.00
1 §14 09
1 §le.13 - |
HEED) F1.30 T 0030 SEObIAL T FE FTEE] 5017 1040 0I5 TA™
10 S
fidas
f29.40
West ¥ rginim L2 T 0 DORRAE L 0000556 LS [N 507 [T 130T
FH4T
£1r04
344

aree: Campany Finaneial reparis and regulatory filings ineldin

[ r.l'l'.|':|‘:r mkgrcomerciion u"_;'rwrnm'rl!.\ wred A RMTS .r_-l,-aur.'-\ COMT extimigies

DN CSETTHVIA TV T A0 AING )



RESEARCH DIRECTORY

Business Services

William Sutherland, Director of Research
Michael Viola

Richard A, Zimmerman

Ryan 5. Zeichner

Specialty Chemicals & Materials

(215) 282-4019
(215) 282-3874

(215) 282.4017
(215) 282-8016

Christopher M. Crooks, CEFA
Dawn G. Moehn

lelecommunications & Broadband Services

(215) 282-4018
(215) 282-4014

Anna Maria Kovacs, Ph.b., CFA
Kristin L, Burns, Ph.I3,
Gregory 5. Vitale

Telecommunications Equipment, Connectware & Network Security

(617} 576-3764
(61T) 576-5764
(617) 576-5764

William R, Becklean, CFA
Michael Kem
Guojia Zhang

Administration

(617) 576-3850
(617) 576-3H48
(215) 282-8020

Elizabeth-Anne DeSiefano

Institutional Sales & Trading

(215) 282-3877

{866) 519 6400




	w14n

